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SOUTHWEST GAS CORPORATION
GAS HEAT PUMP TECHNOLOGY DEVELOPMENT REIMBURSEMENT PLAN

SUMMARY

Pursuant to the settlement agreement that was approved by the Arizona Corporation Commission (ACC or
Commission) in Decision No. 72723, Southwest Gas committed to:

e Prepare an accounting for all gas heat pump (GHP) technology development costs that have been funded
by Arizona ratepayers through base rates and the research and development (R&D) surcharge;

e Track the Arizona funding for GHP technology development costs as a potential regulatory liability, to be
returned to ratepayers, only to the extent commercial development occurs and revenues and rovalties
are received by Southwest Gas and profits and royalties are received by any other entities that are
affiliated with Southwest Gas including but not limited to IntelliChoice Energy LLC (ICE}); and

e  Prepare a plan to reimburse Arizona customers for their proportionate level of funding of GHP technology
development costs. This plan will include a methodology for how the benefits of any commercialization
revenues and royalties associated with the gas engine driven air conditioning units (referred to in this
document as GEDAC) are to be shared with Southwest Gas’ Arizona ratepayers to ensure that customers
receive credit for any investment that contributed to the development of this technology.

Southwest Gas’ compliance with the Commission’s decision is described below. The attached worksheet provides
supporting calculations for the amounts described in this filing and includes the proposed model to be used for
calculating any reimbursement to Arizona customers.

ACCOUNTING FOR GHP TECHNOLOGY DEVELOPMENT COSTS

An accounting of the GHP technology development costs is provided on the attached worksheet. Southwest Gas
began incurring development costs in 2002. However, costs associated with GHP technology development have
only been included in Southwest Gas’ Arizona rates since January 1, 2005, when Southwest Gas’ Energy Efficient
Technology Department (EETD) was created. During the relevant time .period, EETD’s development of GHP
technology consisted of work on two projects: (1) a 10-ton rooftop GEDAC unit; and (2) to a lesser extent an AISIN
manufactured gas-powered air conditioning unit. AISIN SEIKI Co., Ltd., a Japanese company, produces and
manufactures both an 8-ton and a 15-ton commercial GHP product for heating and cooling applications.

The attached worksheet identifies all GHP technology development costs and calculates the amounts that have
been included in Arizona rates. Based upon these calculations, 27 percent of the total costs that were incurred by
Southwest Gas through 2011 are attributable to Arizona and are subject to this reimbursement plan. This
percentage may change in future years to the extent Southwest Gas incurs additional costs for GHP technology
development, but, consistent with the Commission’s Decision, no additional costs will be funded by Arizona
customers beyond December 31, 2011.

TRACK ARIZONA FUNDING OF GHP AS POTENTIAL REGULATORY LIABILITY

As reflected on the attached worksheet, $4,402,593 of the total GHP technology development costs are subject to
this reimbursement plan and will be tracked as a potential regulatory liability. This is also the amount that was
identified and that will be eligible to be reimbursed to Arizona customers if the conditions of reimbursement set
forth in the settlement agreement are satisfied.



PLAN TO REIMBURSE ARIZONA RATEPAYERS FOR THEIR PROPORTIONATE LEVEL OF GHP COSTS

To the extent the conditions of reimbursement set forth in the settlement agreement are satisfied, Southwest Gas
proposes to credit Arizona customers $250 for each 10-ton rooftop GEDAC unit and $200 for each AISIN GHP unit
that is sold by Southwest Gas or any of its affiliates. The credits to Arizona customers will be tracked as a
regulatory liability and the balance of the regulatory liability at the end of the test year in Southwest Gas’ next
general rate case will be amortized (i.e. returned to Arizona customers) over an amortization period that is
approximately equal to one rate case cycle. Southwest Gas proposes to account for the regulatory liability through
December 31, 2021 or until Southwest Gas no longer has a financial interest in an affiliate that sells either the
GEDAC or AISIN GHP units, whichever occurs first.
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